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KEY ECONOMIC INDICATORS 


All Values in Billion U.S.$ Conversion Rate 
Unless Otherwise Indicated $1.00 = F 4.60 
B C D* E** 
1972 1973 Cumulat. % Rate of 


1974 Change Growth % 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 218. 
GNP at Constant (1970) Prices 195. 
Per Capita GNP, Current Prices ($1,000) 4, 
Plant & Equip. Investment. Current Prices 34. 
Indices: 

Indust. Prod. at Year End (1970=100) (9/74) 117 
Avg. Labor Productivity (Prev.Yr.=100) 105. 
Avg. Industrial Wage (Prev.Yr.=100) (7/74) 112. 
Labor Force (Millions), Yearly Averages 21. 
Reg'd. Job Seekers at Year End (000s)(10/74) 376 


MONEY AND PRICES 


eS 
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Money & Near Money Supply at Year End (6/74) 
Call Money Rate at Year End (9/74) 

Indices: 

Retail Prices at Year End (1970=100) (9/74) 
Wholesale Prices at Year End(1962=100) (9/74) 
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BALANCE OF PAYMENTS 


oO 


Gold and Exchange Reserves at Year (10/74) o 
Balance of Payments: Current & Long-Term 
Capital Accounts -0.4 
Balance of Trade, FOB-CIF (8/74) -0.9 
Exports, FOB (8/74) 25.7 
Exports to U.S., POB (8/74) 1.4 
Imports, CIF (8/74) 26.6 
Imports from U.S., CIF (8/74) 2 
] 
4 


ca 
U.S. Share (%) of French Import Mkt. (8/74) 8. 
Book Value of U.S. Direct Investment, Yr.End a. 


WW MONO LW 


MAIN IMPORTS FROM U.S. (1973-$ Million): Machinery & Mechanical Appliances (802); Electrical 
Machinery (271); Chemicals (316); Aircraft (243); Optical, Medical and Precision Instruments 
(169); Soybean Meal, Soybeans (230). 


Footnotes: *D = C over same period of preceding year. 
**E = Avg. growth rate for period indicated, measured on annual basis. 


i/ Embassy estimates for full year; 2/ Latest French Government Estimate for full year; 
3/ As of month indicated. 


In order to assure comparability, franc figures for GNP, Investment and the Money Supply 
for all years have been converted into dollars at the current official parity of 4.60F 
per dollar. Figures in the balance of payments section have been converted from francs 
into dollars at the rates prevailing during the periods in question. 





SUMMARY 


The economic policies of the government, announced in June, have 
begun to show results. Inflation has slowed down somewhat, although 
France continues to run substantial trade deficit with a likely total 
of $4.5 billion for 1974. 


The government's strategy has been to reduce internal demand, 
basically through tight fiscal policy and credit restrictions, while 
looking to a rise in export demand to maintain real growth of about 


4.5 percent this year and 4.0 percent in 1975. Since mid-September, 
however, there has been increasing evidence that the slowdown is coming 
faster, and more sharply, than was anticipated. The estimated rate of 
unemployment has risen from levels of 2.2 to 2.4 percent in the summer 
to 2.9 percent in October. Interviews among businessmen now show more 
pessimistic prospects in all sectors. What has apparently happened is 
that tight credit restrictions, coupled with high interest rates, have 
strained the finances of French business, especially small and medium- 
sized firms. In face of these developments, some modification of 
government policy may be expected. Tighter price controls, and a new 
“anti-inflationary" tax to curb prices and wage increases, to be voted 
this year, indicate a shift of the government's attention to the supply 
side of the inflation problem. Some relaxation of credit restrictions 
may be forthcoming in the New Year. 


The business slowdown will certainly affect United States' exports 
to France, but this will mean some reduction in their recent high rate 
of expansion, not a real decline in volume. Demand for consumer goods 
should remain strong, at least for the immediate future. Opportunities 
remain good for suppliers to the French machine tool and pulp and paper 
industries, and in high technology goods, particularly in the communica- 
tions field. Among high-technology items with good prospects at the 
present time are microelectronic and teleprocessing equipment and 
computers. Tightened French credit restrictions mean that U.S. exporters 
will have to place increased emphasis on sales terms. 





CURRENT ECONOMIC SITUATION AND FRENDS 


Some Easing of Inflation Possible 


Recent months have shown the beginnings of what may be a deceleration 
of France's price inflation. In September, the most recent month available, 
the consumer price index rose 1.1 percent, only slightly more than the 
1 percent monthly goal the French government has set for December. So far 
this year the rate of inflation stands at 15 percent, on an annual basis. 
The gevernment has already warned, however, that price increases for the 
remaining months of the year wil! be high - and there have been no recent 
reaffirmations that the government's goal will be met. 


Ant‘ -inflationary efforts have been boosted by a continuing decline 
in the cost of France's imports of primary products. The official index 
( base of 1960) has dropped to 192.9 in September, from 223.4 in June and 
197.9 in September, 1973. Officially encouraged five percent discounts on 
reta?? prices on various ftems in last 3 months may have also had some 
marginal influence. More rigid industrial price-control measures, and the 
implementation of an anti-inflationary levy (taxe conjoncturelle), still 


under consideration in Parliament, may also help reinforce the fight against 
inflation. 


A number of big “ifs" remain, however. Commodity prices could rise 
again, as demand is rekindled in major industrial nations - Japan, Germany, 
eventually the United States. Within France, it is by no means clear that 
organized labor, st71?? very skeptical of the government's anti-inflationary 
program, wi!’ accept the s?owdown jn the rate of real wage increases implied 
‘n goverryent policy (10 percent price increase plus a 3 or 3.5 percent 
increase jin rea’ wages equa’s about 13.5-14 percent yearly increase in 
money wayes, down from an annual rate of over 23 percent in the first half of this 
year). 


Balance of Trade Also Shows Improvement 


Preliminary figures just released show that France's trade deficit for 
the month o* October (seasonally adjusted FOB-FOB) has reached 2.0 billion 
francs, practically double that of September, but quite consistent with 
the monthly average of nearly 2 billion francs which prevailed from March 
to August. This *s st*1? a considerable distance away from the government's 
goal of reaching a i billjton franc monthly average by December. This 
deficit occurs *n the face of a predicted 12.7 percent rise in the volume 
of French exports this year, as opposed to about 5 percent for imports. The 
problem cf course, is the dramatic rise in the cost of France's petroleum 
imports (the average cost per ton in 1974 will be more than triple that 
in 1973). France plans to limit its petroleum bill next year to 51 billion 
francs (some $11 billion), by imposing restrictions on both residential 
and industrial use of fuel. Export drives, in Eastern Europe and among 
the 011 producing nations, should help on the receipts side of the ledger. 
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With 10 months' figures now reported, it looks as if France's trade 
deficit for the year will be about $4.5 billion, The government still 
maintains its goal of restoring equilibrium in trade by the end of 1975, 
with a deficit for the year of some 12 billion francs (about $2.7 billion). 
This appears optimistic. 


New Worries for Old? 


When the new French government announced its economic policies in 
June, the basic goal was stated to be a reduction in domestic spending, 
both for consumption and investment. New tax measures, budgetary strin- 
gency, and strict enforcement of restrictions on the growth of bank credit 
were all designed to attack demand-pull inflation. Growth and employment 
were to be maintained through an increase tn exports. 


Through the late summer and early September the government seemed to 
be making modest progress along the lines described above, without undue. 
harm to the economy. A “consumption boom" in September helped offset the 
decline in automobile sales which had been depressing the consumer goods 
sector. Prospects for investment goods remained favorable for the remainder 
of the year, with export demand providing the main driving force. Capacity 
shortages persisted in some sectors. As smal] and medium sized firms began 
to complain of the increasing pinch of credit squeeze, Finance Minister Fourcade 
warned them that the government "cannot assure the survival of enterprises 
which are not viable," but set up local offices to help find means of 
assisting "dynamic and well-managed firms" in temporary difficulty. More 
positively, he stated the belief that in September French firms would "round 
the cape" into calmer economic waters. 


It would appear that the opposite is happening. After holding at 
2.2 percent earlier in the year, and 2.4 percent this summer, in the last 
two months (September-October) seasonally adjusted unemployment in France 
has jumped to an estimated 2.9 percent of the labor force. September 
business surveys also sounded a note of pessimism. The increase in consumer 
goods spending was expected to level off. Wholesale activity was reported 
as slackening, and growth in intermediate goods continued to deceterate, 
The building industry joined automobiles and textiles among the industries 
most hard-hit. 


The French Patronat, roughly equivalent to the N.A.M., originally gave 
qualified support to the government's anti-inflationary policies, despite 
the complaints of smal] business. By the time of its annual assembly in 
October, it was ready to attack the government's policies as jeopardizing 
firms' profitiability and investment capacities. By November, the Patronat 
was talking of an “abrupt change in economic trends," which had taken place 
in mid-September, causing a "marked and almost universal slowdown". The 
President of the Paris Chamber of Commerce recently warned the economy was 
faced with the prospect of zero growth. These gloomy pronouncements parallel 
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a decided downturn in business sentiment generally, as reflected in the 
October survey conducted by the National Statistical Institute. A change 
in economic barometer has certainly come to France. 


The Anatomy of Slowdown 


The combination of credit restrictions and high interest rates was 
probably an important cause of the slowdown. With credit so scarce, 
firms' first reactions have generally been to try to reduce capital tied 
up in inventories. Although consumer demand is slowing quite gradually, 
and export demand remains firm, there is a marked tendency to let stocks 
on hand run down. New orders for finished goods are slackening, and 
this trend has been felt all the way down the chain of production and 
distribution. It has been further reinforced by a dropping off of precau- 
tionary buying of intermediate goods, as the sustained decline in raw 
materials prices make such provisions appear less necessary. 


The mail sorters' strike, now in its 6th week, has further added to 
firms' financial problems. Orders, particularly from abroad, may not 
arrive. Worse yet, payments are not being made, and companies already in 
a tight financial squeeze may be even more hard pressed. The government 
has proposed special legislation to ease penalities for non-payment - and 
banks are presumably straining credit restrictions to aid their customers. 
Nonetheless, the government has estimated that strike-related slowdowns 
have put an additional 60,000 people out of work. 


The longer-run question is whether these negative trends will affect 
company investment programs as well, and hence impair future capacity. 
The level of investment in plant and equipment will rise by some 17.5 per- 
cent this year in value terms (about 4.5 percent in volume). In the same 
time frame, net indebtedness of non-financial enterprises has risen some 
43 percent. With such a debt load, and prospects remaining clouded for the 
immediate future, a significant cutback in company investment programs 
could be possible. 


Government Policies and Prospects for 1975 


The government continues to take an optimistic view of the economy. 
France, it insists, will curb inflation and restore the trade balance, 
while maintaining very respectable growth rates of about 4.5 percent in 
1974 and 4 percent in 1975. In its replies to both management and labor 
critics, the government says there will be no change of policies in 1974. 
This year is about over, however, and evidence is beginning to mount that 
some change in emphasis is contemplated. 


There is universal! agreement that unemployment will continue to 
rise - the only speculation is on the degree. In his most recent speeches, 
the Finance Minister has taken cognizance of the trend, and seems to have 
restored the government's traditional priortty of protecttng employment. 
Although infiation remains a problem, official thinking on how to solve 





it seems to be shifting. The proposed “anti-inflationary levy", a 
complicated mechanism to penalize companies for excessive wage and price 
increases, should be voted into law before the end of the year. Together 
with a tightening of direct controls on industrial prices, which went into 
effect on October 1, the levy marks a definite move towards attacking 
inflation from the supply side. On the other hand, the Finance Minister 
has suggested that restrictions on the growth of credit may be eased in 
the New Year. 


The outlook for the French economy in the first part of 1975 is 
therefore somewhat less bright than it has been in the more recent past. 
We would expect present cooling-off period to last until next summer. 
The tax measures in the government's stabilization program and the restraints 
on public spending should have their principal impact during this period, 
and hence further reinforce present trends. While it is difficult to 
predict the influence of such favorable developments as an expected restimula- 
tion of the economy of France's most important trading partner, West Germany, 
it would seem clear that if goal of 4 percent real growth is to be met in 
the calendar year 1975, the lion's share will have to occur during the 
second half of the year. 


IMPLICATIONS FOR THE UNITED STATES 


The business adjustment now taking place relates directly to the 
government's policies, designed to reduce domestic demand, announced last 
June. It ts clear that the slowdown will affect demand for imported goods 
as well as domestic products. But, it should be noted, what is under way 
is a slowdown in what has been an exceptionally high rate of growth - not 
an absolute decline. Even at four percent, or somewhat less, France's 
growth rate next year is likely to be the highest among major industrial 
nations. It ‘4s likely to be the rate of growth of U.S. exports to France 
that will decline somewhat, not their absolute volume. Further, it is 
by no means sure that all manner of French imports from the United States 
will be affected in the same way. 


The following reviews the outlook for three principal sectors of the 
French economy: 


Consumer Goods - Recent sales figures announced by French department 
stores and other retail outlets show that to date final demand for 
consumer goods has not slackened. Sales in major department stores have 
increased by 20 percent over last year's figures. Although certain manu- 
facturers of consumer goods, especially in the consumer electronics area, 
have cut production, the general outlook for sales of consumer products 
remains strong, at least for the immediate future. Among the products 
which have been identified as having special promise are: apparel, toys 
and games, "do-it-yourself" tools and equipment, and carpets and floor 
coverings. Market research on housewares, currently underway at the 
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American Embassy in Paris, should provide American suppliers of these 
products with an up-dated look at the potential market. Firms wishing 
to read the report will soon be able to borrow a copy from Department of 
Commerce's Business Information Unit. 


Heavy Industry - Evidence of slowing economic activity is most notice- 
able in this important sector of the French economy. Certain important 
firms in the chemical and automotive fields have announced programs of 
reduced production and short weeks for employees. After three years of 
booming sales, the outlook for agricultural machinery and equipment is 
less favorable. Materfals handling equipment has also taken a downturn. 

On the other hand, the French machine tool industry continues to enjoy 
strong sales with exports showing good growth. Another brighter area 

is equipment for the pulp and paper industry. Because of low investments 
in previous years and the necessity to install pollution control equipment, 
spending by French paper compantes is expected to hold up fairly well. 
American producers of pulp and paper equipment can show their goods at 

a spectal exposition to be held at the Paris Trade Center, March 3-7, 1975. 


High Technology - Expansion is expected in the communications field 
because of the high level investment by the public sector. The outlook 
for U.S. sales is also good for microelectronic equipment (integrated 


and hybrid circuits), teleprocessing equipment, and industrial and manage- 
ment micro and minicomputers. The above equipment will be featured in 
upcoming Paris Trade Center shows: Microwave Technology, February 3-7; 
Lasers and Electro-Optics, April 14-18; and Electronic Components, 

June 2-6. American avionics and ground support equipment will be featured 
in the U.S. Pavilion at the Paris Air Show at Le Bourget May 30-June 8. 


In conclusion, the French economy, despite signs of slower growth 
and a moderation of import demand, continues to offer a substantial 
market for American exports. While certain industries in the heavy 
industry sector such as construction and automobiles have been hardest 
hit by the economic slowdown, sales opportunities in the consumer goods 
field and for lasers and microwave equipment remain good. With tightened 
French credit restrictions, U.S. exporters will have to place increased 
emphasis on sales terms. Overall, the near term outlook for U.S. exports 
would be for steady, but not spectacular, growth. 
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